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Vol. X New York, September, 1925 No. 10
Preliminary Training for the Field of Public 
Accounting
An address delivered by R. J. Bennett, C.P.A., Secretary of the Pennsylvania Institute 
of Certified Public Accountants, before the annual meeting of the Eastern 
Commercial Teachers Association held in Philadelphia
TO meet with commercial teachers once more, brings back to my mind pleasant recollections of the twenty-five years or more spent by me 
in commercial school work, as teacher and as 
principal and later in developing courses in ac­
countancy and business administration. Since 
1918, my activities have been devoted to public 
practice.
My own experience has convinced me of the many 
privileges that are open to commercial teachers, 
and of the possibilities for constructive service that 
lie within their grasp. There was a time in fact 
when the business school proprietor was regarded 
as the only person sufficiently skilled in accounts to 
give authoritative advice ortoconduct investigations 
of an expert nature—witness the splendid reputa­
tion of and the demands upon the time of the late 
Doctor Thomas May Peirce, founder of the Peirce 
School of Philadelphia. His ability as an expert 
accountant was well known to Philadelphians. 
Perhaps other men in other cities have had similar 
experiences.
My brief address today will be made under three 
headings as follows:
1. The Academic Preparation
2. The Technical Training
3. The Work of the Accountant
I am treating this subject largely from my own 
experience and personal observations, and from the 
desire to present constructive criticism that may 
have some stimulating value. The development of 
commercial, financial, and accounting education has 
progressed with leaps and bounds during my own 
short experience, with the result that accountancy 
has become a recognized profession and the science 
of business, a subject for specialized study. As a 
result, nearly every great university in this country 
has its school of business and its full-fledged ac­
counting courses. This is evidenced by the splendid 
courses of the University of Pennsylvania, the 
Temple University, the University of Pittsburgh
and other colleges within this State alone; while 
New York University, Columbia University, Har­
vard, and others, stand out prominently in our 
nearby municipalities.
The Academic Preparation
The young man or young woman desiring to 
enter the profession of accounting, should have at 
least a high school education and be the possessor of 
a diploma from some recognized high school or 
academy. Indeed, this academic foundation is a 
prerequisite to admission in most of the States, and 
particularly in Pennsylvania, where the candidate 
for admission to the C.P.A. examination must 
necessarily possess this preliminary requirement, as 
evidenced by the following requirement of the 
Board of Examiners:
“All applicants must have completed an aca­
demic, four-year high school course of study or such 
an education which is at least equivalent to the 
same. As an evidence of such educational qualifi­
cation, each candidate must present to this Board, a 
qualifying certificate from the Department of 
Public Instruction of Pennsylvania, certifying to 
the fact that said candidate has completed either 
an academic, four-year high school course of study 
or the equivalent thereof. Information as to such 
certificates can be had by addressing Dr. J. George 
Becht, State Superintendent, Department of Public 
Instruction, Harrisburg, Pa.”
Similar demands are made of the holders of 
C.P.A. certificates from other States who seek 
recognition under the laws of Pennsylvania.
Facilities for making up these academic de­
ficiencies if they exist, are available in most sections 
of the country, so that no one otherwise qualified 
may be deprived from sitting for examination. 
Academic examinations are held in Philadelphia 
from time to time for the benefit of those endeavor­
ing to meet the requirements of the Department of 
Public Instruction. For the young man whose 
parents can afford the necessary outlay, however,
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I suggest the full, academic, high school course for 
the cultural value to be obtained therefrom. The 
technical training required for his chosen profession 
may be obtained later with added advantage.
Where it is possible, the university training is to 
be desired, since its possessor has a foundation that 
will serve him well in after years. Indeed some of 
our leading accountancy firms are constantly on the 
lookout for suitable college graduates; and, other 
things being equal, they are given first considera­
tion. I may add that in Pennsylvania two years’ 
credit in lieu of accounting experience is given to 
the possessor of a college diploma. The academic 
college course is suggested where possible; but since 
this is not always within reach, the specialized busi­
ness course, such as is given by our leading uni­
versities, may be taken with great advantage. The 
time is undoubtedly coming when every candidate 
for C.P.A. examination will have to present a 
diploma from some recognized college or university.
It need not be assumed,however, from what Isay, 
that one must have had a high school or a college 
training in order to succeed as a professional ac­
countant, because there are many able accountants 
who, without even the high school privileges, have 
risen high in their chosen profession. On the other 
hand, many college graduates are sadly deficient in 
the qualities necessary for an expert accountant. 
As a matter of fact, those who make a success in the 
accounting profession are few compared with the 
great number who seek admission. But even 
though there be exceptions from both viewpoints, 
the college-trained man has the advantage in the 
long run.
Perhaps one of the most notable examples of 
success as a professional accountant, without all of 
the preliminary academic training suggested above, 
is that of Mr. J. E. Sterrett, C.P.A., of the firm of 
Price, Waterhouse & Co. Mr. Sterrett was the 
moving spirit in the organization of the Pennsyl­
vania Institute of Certified Public Accountants, of 
which I am now secretary. He was also one of the 
promoters of the American Institute of Accountants, 
which has done and is doing such great work in the 
advancement of the profession. His advisory and 
constructive work for the Treasury Department in 
Washington is well known. Mr. Sterrett is now 
located in Berlin, Germany, as consulting and 
advisory accountant to the Dawes Plan Commis­
sion. The appointment was made by President 
Coolidge. A finer gentleman and an abler ac­
countant than Mr. Sterrett, is not to be found any­
where.
The Technical Training
Here is where the teacher comes in, since success 
or failure to a young man is so frequently dependent 
upon the advice given in early years, and fortunate 
indeed is the young fellow who has had the guiding 
hand of a wise, sympathetic, broad-minded in­
structor. The more training the student has along 
specialized lines, the better for him in the long run, 
particularly since the accounting profession is one
in which “The survival of the fittest” principle is 
ever being demonstrated.
Following the high school, I suggest a thorough 
bookkeeping course in some good business school 
such as those to be found in most of our cities, 
or perhaps a complete course in some good com­
mercial high school of known standing, where 
the thoroughness of training is a cardinal feature. 
There is so much specialized matter to suggest in a 
preparatory course such as we are discussing, that 
it becomes almost necessary to disconnect it entirely 
from the regular high school course, and to place it 
on a post-graduate plane or in the university itself.
A post-graduate course such as this, should 
comprehend the various subjects that will eventu­
ally be of value to the professional accountant. 
These obviously must include the production, trans­
portation, and marketing of commodities, thus 
giving a prominent place to the study of commercial 
geography and business processes.
Applications for positions on the accountant’s 
staff are of frequent occurrence, particularly by 
persons who have taken evening accounting courses 
or correspondence courses. A brief interview in 
many cases convinces one of the unfitness of the 
applicant for the work. Some are too old or may 
have training along only one line; others are out of 
work and have been advised “to get into the 
accounting game”; others are ambitious young 
fellows who are just out of school or college and have 
had little or no practical experience; others have had 
brief clerkships or may have studied accountancy 
and believe themselves fitted for actual practice; 
while others, regardless of their professional train­
ing or education, may have qualities or habits or 
personalities that unfit them entirely for success 
in this line of work. In many cases, however, 
the seeker after employment is honest in his 
expectations and greatly disappointed when his 
efforts have not proved successful. Too often these 
men have been misinformed as to the possibilities of 
the accounting profession or have been advised to 
study accountancy regardless of the consequences. 
As I have already stated, the instructor should 
determine whether or not the young candidate for 
the accounting profession has the qualities neces­
sary for success therein. If not, he should be en­
couraged, if possible, to shape himself along some 
other line of activity. The instructor, however, by 
advising in due time as to the qualities necessary 
for this line of work can be of service both to the 
student and to the accountant.
The preliminary training for young accountants, 
or even for bookkeepers, should be along specific 
lines, and the instructor is advised to have definite 
plans to follow and to insist at all times upon high- 
grade work. If he has no definite standards to 
follow, the student will acquire the same haphazard 
inclinations. If he is slipshod and indifferent in his 
work, the contagion will spread. If he is satisfied 
with half-way standards or tolerates inaccurate 
results, he does the student an injustice that may 
cling to him for life. If the teacher, on the other 
hand, is neat, particular, accurate, systematic, and
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satisfied only with the best to be had, the enthusi­
asm for the same kind of work will be imparted to 
those who are under him.
Perhaps a few illustrations may be of service. 
The course of study should comprehend all the 
little things that are so likely to be disdained by 
both teachers and students. I refer, for example, to 
the importance of accuracy and rapidity in addi­
tion, multiplication, division, billing, fractions, 
decimals, percentage, interest, etc. Too much 
drill along these lines can hardly be given, and 
constant exercise in mental arithmetic and rapid 
calculations are greatly to be desired. The ability 
to write well and to make good figures is very im­
portant. A quick mathematical mind and a good 
memory are particularly desirable qualities, be­
cause there are so many occasions when the ability 
to make mental calculations or to remember details 
respecting facts, are of supreme importance to the 
accountant. Paper and pencil are not always 
available and frequently the opportunity to use 
them is not provided. A retentive memory is, 
therefore, a very necessary quality for the profes­
sional accountant.
I said that close attention should be given to 
little things and that definite plans should be 
adopted. The habit of abbreviating words and 
sentences should be discouraged as much as pos­
sible; or of using ditto marks too freely; or of 
omitting the years from dates; or of using the 
figures “4-10-25” for “April 10, 1925;” or of loose­
ness in ruling up accounts, in bringing down 
balances, and in forwarding from one page to another; 
and so forth. It should be remembered in this 
work as well as in all others, that “if a thing is 
worth doing at all, it is worth doing well.”
Papers should be filed systematically, erasing 
should be discouraged, entries and memoranda 
should be clearly stated, memorandums should be 
made on pads or paper used for the purpose and not 
on scraps of paper; working papers should be uni­
form in size and have a systemmatic plan of arrange­
ment. Accounts should be ruled up neatly and 
properly, preferably with red ink and ruler. The 
balances both above and below the lines, should be 
written with red ink for convenience in distinguish­
ing them as balances.
Figures on top of figures are illegible. Interlinea­
tions and erasures are evidences of carelessness. 
Slovenly work is an abomination wherever found, 
and the accountant not infrequently has it to con­
tend with in his practice. The student therefore, 
should be required to rewrite any bookkeeping set 
or exercises that do not come up to the standard of 
neatness and accuracy required by the instructor.
Following the high school and business courses 
suggested above, a term of two or more years 
should be spent in the business office of some good 
corporation before seeking employment on the 
accountant’s staff.
The Work of the Accountant
The work of the professional accountant is exact­
ing and continuous, particularly if he has a satis­
factory practice. In serving the public he must be 
at their disposal when called upon. Results and 
findings must be accurate and reliable and be the 
outcome of actual investigation. Guess work will 
never do. The accountant must present results of 
his findings in a clear, understandable way so that 
the client can understand them without difficulty. 
The work is manifestly of confidential nature and 
must be so regarded by the principal accountant and 
his assistants. Familiarity with actual business is a 
very necessary prerequisite and a knowledge of 
business law and tax requirements is imperative. 
All lines of business are included in the accountant’s 
activities, so that the more he knows about com­
mercial undertakings, the better for himself and his 
clients.
It is the custom of text book writers on account­
ancy to concentrate their efforts largely on the 
methods used by trading concerns and manufactur­
ing establishments. As a matter of fact, the 
accountant’s services comprehend a much greater 
list than that, as will be seen by consulting any 
classified business directory. It includes among 
others, the newspaper company, the hotel, the com­
mission merchant, the fish hatchery, the steamship 
company, the brokerage business, the office build­
ing, the real estate office, the laundry, the dye 
house, the trust estate, the building and loan associ­
ation, the school, the hospital, the church, the club 
or society, the records for the professional man, and 
so forth.
Therefore, since there are so many lines of activity 
requiring the constructive services of the accountant, 
I am convinced that more of them should be 
emphasized in the accountancy courses. There is 
no better way of learning the real problem and inside 
facts pertaining to any line of business, than by 
attempting to construct a system of bookkeeping 
records for its use. That being true perhaps a 
greater variety of bookkeeping practice sets might 
be introduced in schools with real advantage to the 
graduating students.
THE following comments on the subject of “Preliminary Training for the Field of Public Accounting” embodied in a letter from Mr. 
Homer S. Pace to Mr. Bennett will be of interest.
“The best possible preliminary training for the 
practice of accountancy, I have often thought, is 
an engineering course. Failing that, general aca­
demic education up to and including college grad­
uation, with plenty of exact and technical work 
in mathematics and the natural sciences, is desir­
able. If college education is not practicable, then 
full academic, high-school education with college 
matriculation should be had, together with supple­
mentary evening-school training, which should 
preferably include both technical accountancy and 
academic subjects.
“Commercial high-school training is not rich 
enough, academically speaking, to afford a basis for 
a professional career. Many an able accountant 
comes by this route, but his high-school work should
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be supported by evening study of an academic 
nature.
“From the viewpoint of work experience, it seems 
to be the consensus of opinion of practicing ac­
countants that a period of work as a bookkeeper, 
particularly if it can be made to include work on the 
closing of books and the preparation of statements, 
is a most desirable preliminary to employment on 
an accountant’s staff. If the incoming practitioner 
does not have training of this kind, he usually lacks 
an exact work habit, and his employer finds it 
difficult, under the difficult conditions of practice, 
to develop work habits of exactitude and precision. 
A cadet at West Point does considerable drilling 
with the rifle, and in this way he later knows, when
he is in command of troops, what he can reasonably 
expect from the private. Working on books bears 
the same relation to accountancy practice as drilling 
with the rifle bears to the commanding of troops.
“In my judgment, there are a number of ways in 
which one may make satisfactory academic and 
other preparation for the practice of accountancy. 
The method can not at this time be profitably 
standardized, and I think the best we can do is to 
urge the acquisition of liberal academic education, 
together with the formation of work habits of 
exactitude and precision, which can be acquired in 
technical studies and in the preparation of business 
documents and in the keeping of business re­
cords.”
Operating Procedures and Records of a 
Dairy Products Organization
An article adapted for magazine purposes from the thesis of Charles L. Pelton, 
a graduate of Pace Institute
IN this article there will be considered a dairy pro­ducts organization that deals in butter, eggs, milk, cream, and the like. The organization has 
receiving stations known as creameries at con­
venient points in the country, and it has central 
stations called branches distributed throughout the 
city, at which the milk and cream is pasteurized, 
bottled, etc., and from which distribution is made 
to the public by means of routes served from these
central branches. The general office is located at 
one of the branches.
The three major operating problems are: (1) 
obtaining a supply of milk, etc.; (2) pasteurizing, 
bottling, etc.; (3) distributing. Each will be 
described.
Obtaining a Supply of Milk
The creameries are located throughout the 
country district within a radius of perhaps two
Branch DAILY REPORT Date..................................................
MISCELLANEOUS MILK—QUARTS CREAM—QUARTS
Qts.
Butter
Milk
¼
Cond. Butter Eggs
Brook­
side
Certi­
fied
Grade
A
Grade
B Cream
X
Cream
Sour
Cream
On Hand
Receipts
TOTAL
Sales
To Other Branches:
(Itemized)
To Separator
“ Churn Room
Slops & Spills
On Hand
Total
Butter to Storage Vault
Skim Milk Sold
Remarks
Form 1.
Signed ....................................................................
Branch Supt.
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hundred miles of the city. The farmers deliver their 
supplies of milk to these creameries once a day. 
Each creamery is managed by a creamery super­
intendent, who usually has five or six assistants.
No bookkeepers are employed at the creameries. 
All bills for expenses, such as coal, building repairs, 
filling of ice houses, and the like, are approved by 
the superintendent, who also indicates on the bill 
the expense account which is to be charged. The 
bills are forwarded to the general office, where they 
are vouchered and paid by check.
A petty cash fund is kept on the imprest system 
at each creamery. Expenditures are comparatively 
small; therefore, a very small fund is required. A 
petty cash statement and the receipted vouchers 
are sent to the general office on the first of each 
month.
A record of milk received is kept by the super­
intendent on a milk receipts card. This card has 
vertical columns for sixteen days and for a total, 
and forty or fifty horizontal spaces in which the 
names of the various farmers are written. When a 
receipt is given to a farmer for milk delivered to the 
creamery, an entry is made on the milk receipts 
card. The card is a record of quarts only. After all 
deliveries for the day are made, the superintendent 
totals the columns for the day, and forwards a 
statement to the creamery manager’s office, stating 
the number of quarts received that day. He also 
forwards a copy to the accounting department. On 
the fifteenth and on the last day of each month he 
prepares a recapitulation of the milk receipts cards, 
giving the total number of quarts delivered by each 
farmer during the specified period, with each name 
in full and correctly spelled. This is forwarded to 
the accounting department, where it is checked 
against the total of daily statements and computa­
tion is made of the amount due each farmer. The 
recapitulation is then passed to the creamery 
manager for inspection and to the treasurer’s 
department, from which checks are forwarded to 
the creamery superintendents for distribution. All 
milk received at the creamery each day is shipped
out immediately, and usually the entire shipment 
goes to one of the central branches. As each can 
contains forty quarts, it is very easy to compute the 
number of quarts shipped. The superintendent 
forwards an ordinary post card each day to the 
manager of the central branch, stating the number 
of cans shipped. He also forwards this information 
to the accounting department. Some milk is 
spilled in filling cans, etc., and each creamery man 
is usually allowed a quart each day. The super­
intendent makes up a daily statement on which he 
accounts for all spills and allowances and brings his 
shipments in agreement with his receipts. This 
statement is forwarded to the creamery manager 
for inspection and comments, who later passes it to 
the accounting department. This is the general 
procedure at all creameries, although the milk is 
bottled at most of the certified creameries before 
it is shipped.
Only the best grade of white eggs are handled, 
and are purchased from a first-class wholesale 
dealer. The egg boxes are ordered in large quanti­
ties with the firm name printed on them. The eggs 
are packed in them in the cold storage vault, which 
is located at the most centrally situated branch. 
The butter is made at the branches, as will be ex­
plained later. A condensary is also operated by 
the large companies. As the operations and pro­
cesses of a condensary are more in the nature of a 
manufacturing organization, they will not be dis­
cussed in this article. Suffice it to say that the 
condensary makes shipment to the storage vault 
of sufficient condensed milk to meet the needs of 
the routes, while the surplus products are sold 
wholesale.
Pasteurizing and Bottling
The milk is trucked to each of the branches from 
the nearest railroad yard. The responsibility for 
the proper exchange of cans between the central 
branch and the creameries which supply it, is 
placed entirely upon the branch superintendent.
{Continued on page 152)
DAILY ORDER SHEET
Branch Date........ ......................
Route
No.
MILK CREAM COND.
Butter
Milk
BUTTER
Eggs
Doz.½Cana
Qts.
Grade 
A Qts.
Grade
A Pts.
Grade 
B Pts.
Grade 
B Qts.
Cert.
Qts.
Brooks
Qts.
Sour¼ XX
Qts.
XX
Pts.
XX X
Qts.
X
Pts.
X
¼
Qts. Pts. ¼ Lbs. ½
Lbs.
Form 2
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The Accountant’s Legal, Moral, and Financial 
Responsibility
The second part of a paper read on April 2, 1925, before the Michigan Association 
of Certified Public Accountants by Richard Fitz-Gerald, C.P.A., of the
Detroit office of Lybrand, Ross Bros. & Montgomery 
(Concluded from the August Issue)
In the first part of this paper, which ap­
peared in the August issue of The Pace 
Student, Mr. Fitz-Gerald discussed the 
moral responsibility of the accountant. 
The concluding installment discusses 
the legal and financial responsibility of 
the accountancy practitioner.
—The Editor.
Legal Duties and Liabilities
Robert h. Montgomery, in the first edition of his Auditing Theory and Practice,  page 588, summarizes the legal duties and 
liabilities of auditors as follows:
"(1) Anyone who holds himself out as skilled in 
a profession is charged with a higher degree of 
responsibility than one who is inexperienced and 
who does not seek professional work. Acting in a 
professional capacity, an auditor must do more 
than ascertain the mere arithmetical accuracy of 
the accounts. If the accounts do not represent the 
true financial position of the undertaking under 
examination, and if that fact is apparent or can 
reasonably be deduced from the face of the accounts 
themselves, then the auditor is under a legal obliga­
tion to discover and disclose the true state of 
affairs.
“ (2) The auditor, however, is not an insurer 
unless he assumes such a position. If he uses 
reasonable care—the care of an ordinarily skilful 
auditor, under the circumstances of the case—no 
legal responsibility is incurred by him.
“ (3) Reasonable care has been stated by the 
courts to depend upon the circumstances of each 
case. Where there is no reasonable ground for 
suspicion of fraud, it is not necessary to take as 
many precautions as are requisite where the auditor 
is led to believe that irregularities exist.
“ (4) Ordinarily what is known as a test audit is 
sufficient, but in every case there must be a careful 
survey of the assets, the liabilities, the income, 
and the expenses, in order that the auditor may 
satisfy himself that the assets and the income are 
accounted for, and that the liabilities and expenses 
are properly supported. The auditor need not 
verify every item, but he must not omit any part 
of an audit which the custom of the profession 
decrees should be covered.
“ (5) The experience of other practitioners and 
access to recognized authorities on the subject being 
available, a defense of ignorance as to what is
required in an audit will not save an auditor from 
responsibility for failure to follow settled rules of 
practice.
“ (6) The general rule of the common law, that 
all men are considered honest until proved dis­
honest, may be observed by an auditor with respect 
to the staff of the client; but he is charged with an 
exceptional degree of diligence in recognizing indica­
tions of dishonesty on the part of those who occupy 
responsible positions.
“ (7) An auditor's relation to his client is in the 
highest degree confidential, and he has no legal 
right to communicate with third parties (debtors or 
creditors) unless he secures permission to do so. If 
his position as auditor becomes incompatible with 
honesty, he may withdraw at any time, but he is not 
at liberty to disclose to outsiders the cause of his 
withdrawal.
“ (8) In communicating with his client, however, 
the auditor is bound to disclose information, of 
whatever nature it may be, which is of value to the 
client, and any suppression of material facts is at 
his own risk.
“ (9) In the event of loss through an auditor’s 
negligence, the client may recover damages against 
him. The measure of damages is the amount which 
the client or other interested party has lost as a 
legal consequence of the auditor’s failure to properly 
perform his duty.”
Skill
In Smith vs. London Assurance Corporation, 
96 N. Y., Supplement 820, the appellate division of 
the Supreme Court of New York held the account­
tants liable for the sums embezzled. In this 
case it was shown that public accountants were 
employed on the express agreement that they 
should frequently check the plaintiff’s cash account 
in one branch of its business and verify the items 
therein; that they negligently and wilfully failed to 
do so; and that on account of such failure its 
cashier was enabled to embezzle large amounts of 
money. In the decision the court quotes from 
Cooley on Torts (2nd Ed. p. 277) as follows:
“Every man who offers his services to another 
and is employed, assumes the duty to exercise in 
the employment such skill as he possesses with 
reasonable care and diligence. In all those em­
ployments where peculiar skill is requisite, if one 
offers his service, he is understood as holding him­
self out to the public as possessing the degree of 
skill commonly possessed by others in the same 
employment, and, if his pretensions are unfounded,.
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he commits a species of fraud upon every man who 
employs him in reliance on his public profession. 
But no man, whether skilled or unskilled, under­
takes that the task he assumes shall be performed 
successfully and without fault or error. He under­
takes for good faith and integrity, but not for 
infallibility, and he is liable to his employer for 
negligence, bad faith, or dishonesty, not for losses 
consequent upon mere errors of judgment.”
Reasonable Care
In re Republic of Bolivia Exploration Syndicate, 
Ltd., 1 Chancery Division, 139 (Eng.) 1913, it was 
held that company auditors are bound to know or 
make themselves acquainted with their duties; and 
if the audited balance sheets do not show the true 
financial condition of the company and damage is 
thereby occasioned, the onus is on the auditors to 
show that this damage is not the result of any 
breach of duty on their part. Auditors are prima 
facia responsible for ultra vires payments made on 
the faith of their balance sheets, but whether and to 
what extent they are responsible for not discovering 
and calling attention to the illegality of payments 
made prior to the audit must depend on the special 
circumstances of each case.
This decision shows the need for a complete 
understanding with a client before work is under­
taken. The accountant should know exactly what 
the client wants and be sure, if he is not given a 
free hand, that the limitations on his services are 
made clear to the client and all other parties con­
cerned, and that they appear on any statements or 
certificates he may prepare.
An auditor is held to reasonable care, but is 
entitled to draw a conclusion from test checks. In 
re London and General Bank case, 2 Ch. Div. 673 
(1895) the court said:
“What is reasonable care in any particular case 
must depend upon the circumstances of that case. 
Where there is nothing to excite suspicion, very 
little inquiry will be reasonable and sufficient; and 
in practice I believe, business men select a few 
cases haphazard, see that they are right, and 
assume that others like them are correct also. 
Where suspicion is aroused more care is obviously 
necessary, but still an auditor is not bound to 
exercise more than reasonable care and skill even 
in the case of suspicion, and he is perfectly justified 
in acting on the opinion of an expert where special 
knowledge is required.”
In the valuation of inventories and other matters 
requiring specialized knowledge, it would seem that 
the accountant is entitled to rely on the judgment, 
of the trusted and skilled employees of his client, or 
of experts of recognized standing.
Auditors not Insurers
The auditor does not insure or guarantee the 
correctness of his statements. He is held only to 
reasonable care.
In a recent decision of the Supreme Court, 
Appellate Division, N. Y., Justice Martin quoted
from Lord Justice Lopes (page 290) as follows:
“The duties of auditors must not be rendered too 
onerous. Their work is responsible and laborious, 
and the remuneration moderate. I should be sorry 
to see the liability of auditors extended any further 
than in In re London and General Bank. (1) In­
deed, I only assented to that decision on account of 
the inconsistency of the statement made to the 
directors with the balance sheet certified by the 
auditors and presented to the shareholders. This 
satisfied my mind that the auditors deliberately 
concealed that from the shareholders which they 
had communicated to the directors. It would be 
difficult to say this was not a breach of duty. 
Auditors must not be made liable for not tracking 
out ingenious and carefully laid schemes of fraud 
when there is nothing to arouse their suspicion, 
and when those frauds are perpetrated by tried 
servants of the company and are undetected for 
years by the directors. So to hold would make the 
position of an auditor intolerable.”
In preparing certified balance sheets and income 
statements for submission to third parties care 
should be taken clearly to show in the accompany­
ing certificate all essential qualifications. It is not 
enough to say, subject to our detailed report made 
on such and such a date to so and so.
In re London and General Bank, 2 Ch. Div. 673 
(1895) the court said:
“An auditor, however, is not bound to do more 
than exercise reasonable care and skill in making 
inquiries and investigations. He is not an insurer; 
he does not guarantee that the books do correctly 
show the true position of the company’s affairs; he 
does not guarantee that his balance sheet is accurate 
according to the books of the company. If he did 
he would be responsible for an error on his part, 
even if he were himself deceived, without any want 
of reasonable care on his part, say, by the fraudu­
lent concealment of the book from him. His 
obligation is not so onerous as this.
“Such I take to be the duty of the auditor: He 
must be honest—that is, he must not certify what 
he does not believe to be true, and he must take 
reasonable care and skill before he believes that 
what he certifies is true.”
Inasmuch as an auditor’s relation with his 
clients is a contractual one, he should be careful to 
avoid affirmative action that might render him 
liable as insurer or guarantor.
Right to Assume Honesty of 
. Client s’ Employees
In the absence of suspicious circumstances the 
accountant has the right to assume that the em­
ployees of his client are honest and to rely on them 
to the same extent his client does. This has saved 
some accountants from the consequences of their 
negligence, inasmuch as they have been able to 
plead that they had relied on the trusted employees 
of the client, as they had the right to do, and were 
deceived to an. equal degree with the client. In a 
recent New York decision the court said:
{Concluded on page 157)
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Operating Procedure and Records
of a Dairy Products Organization
(Continued from page 149)
The creamery superintendent is sup­
posed to keep a reasonable stock of cans 
on hand, and at least once a week he 
mails a card to the branch superintendent 
giving him an inventory of cans on hand 
All milk received each day, except that 
which is transferred to the separator and 
the churn room is pasturized and bottled, 
in order that the foreman of the bottling 
department may make an accurate state­
ment each night of the amount of milk on 
hand. The branch superintendent ren­
ders a daily report, (Form 1) to the 
accounting department. This report will 
now be described.
On Hand.—A physical inventory of 
the milk on hand, which is always in the 
local storage vault, is taken each day after 
all the routes are in.
Receipts.—The receipts shown on 
this report are checked at the general 
office against the daily shipment cards 
received from the Creamery Superinten­
dents, who ship to the respective branches.
Sales.—The respective totals must 
agree with the detailed report rendered 
(Front of Sheet)
Sales...................................... Route No........................................ Date......................................
Item Ordered Ret’d Sales Amount
Cans: Qts.
Brookside
Certified
Grade A—Qts.
" “ Pts.
“ B—Qts.
“ “ Pts.
Sour Cream
xx Cream; Qts.
“ “ Pts.
• “ ¼
x “ Qts.
• “ Pts.
‘ “ ¼
Condensed Qts.
" Pts.
“ ¼
Buttermilk
Butter—Lbs.  
" —½ Lbs.  
Eggs
Total Sales
by the head bookkeeper, which will be 
explained later.
To Other Branches.—It often hap­
pens that the shipments from the 
creameries can not be controlled accu­
rately enough to exactly meet the 
requirements of the respective branches. 
The shipments are, therefore, arranged 
so that a branch conveniently located 
may receive a truck load or two of milk 
each day from another branch. In that 
case, the amount reported by the one 
superintendent is added to the total of the 
shipment cards chargeable to the other 
superintendent, and checked against the 
receipts reported by him.
To Separator.—It can be determined 
very closely the amount of cream that 
can be obtained from a forty-quart can of 
milk. The required number of cans are 
therefore taken to the separator room 
each day.
The receipts for cream will represent an 
amount based on the amount of milk 
separated.
To Churn Room.—The chum room
at the branch serves to regulate the sup­
ply of milk on hand. When sales are low, 
the surplus milk is separated and 
churned. The butter is transferred to 
the storage vault, where it is pressed and 
wrapped in pound and half-pound pack­
ages and placed into cartons. This is the 
best grade of butter, and is known as 
“print butter.” Enough buttermilk is 
bottled to fill the route orders, the sur­
plus buttermilk being a loss. The 
skimmed milk is sold by contract to a 
cheese factory. The amount delivered 
each day is reported on the daily state­
ment, and bills are rendered from the 
general office.
Slops and Spills.—This does not 
need any explanation. These losses are 
very difficult to control, and petty thefts 
may be absorbed in this item with little 
chance of detection.
Remarks.—Under this heading the 
Superintendent explains anything that 
might appear to be irregular.
Regarding butter, eggs, and condensed 
milk, the exact amounts required each 
day are indicated by the orders given by 
the route drivers the previous day. The 
required amounts of each are then req­
uisitioned from the centrally located 
storage vault. The requisition is made 
out in triplicate. The original and one 
copy are signed by the person who 
receives this merchandise and are left 
with the man in charge of the vault. He 
sends the original to the accounting 
department, where it is used as a check 
against the daily statement rendered by 
the superintendent, and he keeps one 
copy for his records. From these, post­
ings are made to his inventory cards, and 
also serve as a receipt.
Distributing
In an organization of this kind, dis­
tributing means serving the public by 
means of routes, which cover every 
avenue and street in the city. There are 
from fifty to one hundred and fifty routes 
running out from each of the branches. 
As the drivers come in each day, they 
give their orders for the succeeding day 
and unload their empty bottles. The 
orders are entered on the daily order 
sheet (Form 2) as they are given. This 
sheet is totaled, and the order is given 
to the foreman of the bottling depart­
ment. The orders for milk and cream 
are also given in total to the foreman on 
the receiving platform. He sends the 
required number of cans to the pas­
teurizer, and also to the separator, and any 
surplus is sent to the chum room. The 
daily order sheet serves three purposes. 
First, it gives the total amount of each 
item required to fill the orders for the 
succeeding day, as has been explained. 
Second, it is the record from which the 
daily sales and cash sheets for the re­
spective routes are made up. Third, the 
wagons are loaded each morning with the 
order indicated on the daily order sheet. 
This order is, of course, given by the 
man the previous day. After the drivers 
have turned in the daily sales and cash 
sheets, they are checked back against the 
daily order sheet so as to detect any 
changes that might be made on the 
sheets. A record of the daily transac-
Driver.............................................. .
Form 3 — Daily Sales Sheet
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tions of each route is obtained by means 
of a daily sales and cash sheet (Forms 3 
and 4). The daily sales and cash sheets 
are prepared each day for the succeeding 
day. The route number and date are 
stamped on each one, and the respective 
orders are posted to the Ordered column 
from the daily order sheet.
At first thought, it will seem to any 
one not familiar with the records of a 
milk company that because of the great 
number of customers, the work involved 
in keeping customers’ accounts must be 
very voluminous. This detail, however, 
is kept by the drivers themselves in the 
route books (Forms 5 and 6). On the 
bookkeepers’ ledgers, which are actually 
accounts receivable ledgers, each route 
represents an account receivable; the 
amount receivable in each case being 
determined by the outstanding balance 
on the respective route book. It is 
obvious that the responsibility for cor­
rectly charging the customers, carrying 
out the balances at the end of the month, 
and the like rests upon the drivers. It 
will be noticed that spaces are not 
provided in the route book for every item 
carried. For instance, butter and eggs 
can be charged in any one of the spaces 
not used. A customer rarely takes more 
than three different items. If the route 
foreman or a man other than the regular 
driver has occasion to serve the route, 
the price charged will indicate the item 
taken. The majority of bills are col­
lected weekly by the drivers. If monthly 
credit is desired by a customer, certain 
information must be furnished, and the 
bill is then mailed out from the office. 
For all weekly bills, the week ends on 
Sunday, and the bills are collected the 
following Monday or Tuesday. For 
example, suppose the week ended on 
Sunday, the fifteenth, and the customer 
had taken two quarts of Grade B each
day at 12 cents per quart for that week. 
The driver would carry out under the 
fifteenth the amount of $1.68. If he 
collected the bill Monday he would check
(Back of Sheet)
Cash...................................... Route No........................................ Date......................................
Acct. Dis. Amount Acct. Dis. Amount Acct. Dis. Amount Summary
Bills
Coin
Checks
Credit Slips
Total
Form 4—Daily cash sheet
the amount off with a line drawn through 
it, and enter the amount under the 
sixteenth in the black space at the 
bottom of the account. If it was paid 
Wednesday, he would enter the amount 
under the eighteenth. When the driver 
turns in each day, he is given credit in 
the Returned Column on his daily sales 
and cash sheet for all milk, cream and the 
like returned. He then deducts the 
returns from the amount ordered and 
carries the actual amount of each item 
sold to the Sales column. He fills in the 
current prices and makes the computa­
tions, which give him the sales in dollars 
and cents in the amount column. He 
then uses the reverse side of the sheet 
(Form 4) and lists all account numbers 
and amounts collected that day. In 
case of a dispute with a customer and the 
driver is compelled to deduct some part 
of the bill, he enters the net amount col­
lected in the amount column, and the 
amount deducted in the Discount
column. If conditions warrant it, the 
amount is approved by the branch 
superintendent or his assistant, and the 
bookkeeper credits the route for the 
indicated amount of discount. After the 
driver has figured his sales, listed his 
collections, and the like, he passes his 
book and sheet to his bookkeeper, who 
verifies all computations regarding his 
sales, posts the amount of sales and cash 
to the route sheet (Form 6) in the back 
of the book, and passes the sheet back to 
the driver. The driver then turns his 
cash and sheet in to the cashier.
We have yet to consider the book­
keeping records, cashier’s records and the 
General Office Records.
Bookkeeping Records
A form of customer’s ledger (Form 7) 
is used. There is room for two months 
on each sheet. Each bookkeeper has 
from eighteen to twenty-two routes. He 
posts to the ledger from the Daily Sales
(Left Page) (Right Page)
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 2 9 30 31
Acct.
125
B.S.
Crt.
— — -----------
NAME
ADDRESS
A
B
Cr.
— — —
Location
Acct.
126
B.S.
Crt.
NAME
ADDRESS
A
B
Cr.
— —
Location  
Form 5—Route book sheet
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and Cash Sheets, with the exception of 
transfers. When a customer owing a 
balance moves from one route to an­
other, the driver who transfers puts 
through a transfer slip, which must be 
approved by the receiving driver. When 
it is approved, the receiving route is 
charged and the transferring route is 
credited. The Sales to Date and the 
Cash to Date columns are provided in 
order that the outstanding, or balance, 
for the route may be determined daily. 
It is obvious that this method gives the 
bookkeeper an excellent check on the out­
standing balances on the drivers’ books. 
It is only necessary for him to compare 
the outstanding of a particular date with 
the outstandings of the corresponding 
dates for the past two or three months 
in order to determine whether or not it is 
normal. If, however, the outstanding 
appears to be too high, he should balance 
the driver’s book and check the out­
standing with that shown in the ledger. 
There is also a blank sheet in the back of 
each route book on which the positively 
inactive accounts are listed. This is the 
only record kept of such accounts. At 
the end of each month when the book­
keeper closes out, he gives the driver 
credit in the summary for the amount of 
these bills. When a route balances, the 
total of the transfers from discount, cash, 
inactive accounts and the outstanding 
current bills will equal the sales and 
transfers charged to the route. If, how­
ever, a driver takes a route on which there 
is a shortage of the previous driver, he is 
also given credit for this shortage until 
it is paid. Each bookkeeper keeps a con­
trolling account, or “recap” as it is 
called, against which he proves the sales, 
cash, and outstanding accounts of his 
routes each day.
The drivers receive, in addition to their 
weekly wages, a commission on collec­
tions. The pay-roll week ends on Tues­
day. Each Tuesday night the book­
keeper adds the cash turned in from
Month Route No. Driver
Date
Transfers
To Sales
Sales 
to Date
Trans.
From Discount Cash
Cash 
to Date
Out­
standing
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15 Summary
T.
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ROUTE NO..............
SALES CASH TRANSFERS
To From
Discount
Short Over
Form 6—Route sheet
Wednesday to Tuesday, inclusive, on the 
respective routes, and brings the amounts 
out in the blank space on the right of the 
ledger sheets. The amounts are then 
listed according to route numbers and 
drivers’ names, and the lists are for­
warded, together with the pay-roll sheets, 
to the pay-roll office, where they are used 
as a basis for computing the commis­
sions due. Each bookkeeper makes up 
each day a detailed analysis of sales for 
his routes, the total of which must prove 
with the amount of sales as shown on 
his “recap.” These analysis sheets are 
turned over to the head bookkeeper, who 
renders a daily sales statement (Form 8) 
to the accounting department at the 
general office. This statement is used for
cost purposes, statistics, etc. The total 
sales of milk, cream, etc., in quarts, 
shown on the daily statement (Form 1) 
rendered by the branch superintendent 
must agree with the totals in quarts, etc., 
shown on the daily sales statement. 
Sales of butter and eggs are also checked 
against the requisitions from the storage 
vault for the corresponding date. At 
least once a year the inactive accounts on 
each route are thoroughly investigated by 
the route foreman, in order that those 
which are uncollectable, or which can not 
be located, may be written off. The 
route is credited with the amount of the 
bills written, off, and a memorandum of 
the total amount is sent to the accounting 
department at the main office to be 
charged off, and also to be used as a basis 
for setting up a reserve for bad debts, etc. 
Cashier’s Records
The essential thing concerning the 
cashier is accuracy. He must receive the 
exact amount of cash as shown by the 
total of the summary. If there is an 
error in the addition on the sheet, the 
driver alone is affected. The cashier 
has an ordinary two column, bound cash 
book in which he enters daily the route 
numbers and cash received from each. 
The total must check with the total 
indicated on the head bookkeeper’s con­
trol of the “recaps” of the various 
ledgers. The cashier also enters in the 
cash book any other cash receipts, such as 
security deposits received from drivers, 
special cash sales, etc. Cash receipts are 
deposited daily in the local bank, and a 
simple form of deposit statement is for­
warded to the treasurer’s department at 
the general office, showing the receipts 
from routes, and other receipts itemized. 
The bank also forwards a deposit receipt 
to the general office daily. The petty 
cash fund is kept on the Imprest system 
and must be quite large due to the neces­
sity of paying freight bills on bottles, hay,Form 7—Customer’s sheet
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feed, etc. An ordinary itemized state­
ment is rendered to the general office 
twice a week.
The pay-roll sheets are made up by 
the foremen of the various departments. 
The driver’s sheet is made up by the 
assistant branch superintendent. They 
are approved by the branch superinten­
dent and are turned over to the cashier, 
who forwards them, together with the 
drivers’ commission sheets, to the pay­
roll office. When the envelopes, receipts, 
change list, and the pay-roll check are 
received, the cashier cashes the check at 
the local bank, prepares the envelopes, 
pays the men and returns the receipts to 
the pay-roll office. A great many checks
are received in the mail in payment of 
monthly bills, etc. In these cases, it is 
necessary to know the respective route 
numbers on which the customers are 
located. In order to provide for this 
information, bill heads are perforated 
weekly for each route, indicating the 
route number and date. The cash is 
held by the cashier and a credit slip is 
issued to the driver, which notifies him 
that the bill is paid. He credits the cus­
tomer and turns the slip in as so much 
cash along with the other cash items.
General Office Records
Pay-roll office.—A signature card for 
each employee is kept on file at the pay­
roll office, against which the signatures 
on the receipts are checked. As pre­
viously stated, separate pay-rolls are 
made up for each department or division 
of the business. The amounts for the 
respective pay-rolls are entered in a pay­
roll analysis book, which is passed to the 
general accounting department for post­
ing to the various departments or 
divisions. The expenses of the pay-roll 
office are distributed to the various 
branches, creameries, divisions, etc., on 
the basis of pay-roll amounts.
Creameries division.—General su­
pervision of the creameries is controlled 
through a creamery manager, who ap­
proves the schedules of amounts due the
MILK TOTAL
CANS BROOKSIDE CERTIFIED GRADE A GRADE A AMOUNT
Qts. Amt. Qts. @ Amt. Qts. Amt.  Qts. Amt. Pts. @ Amt. Qts. Amt Pts. @ Amt.
CREAM TOTAL
SOUR XX CREAM X CREAM AMOUNT
¼ @ Amount Qts. @ Amt. Pts. @ Amt. Amt. Qts. @ Amt Pts. @ Amt Pts. @ Amt
CONDENSED MILK BUTTER MILK TOTALAMOUNT
Lbs. @ Amt Pts. @ Amt. ¼ @ Amt. Qts. A
BUTTER AND EGGS TOTAL
BUTTER EGGS AMOUNT
Lbs. @ Amt. ½Lb. Amt Doz. Amt.
GRAND TOTAL
Signed..................................................................
Head Bookkeeper.
Form 8—Daily sales statement
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farmers on the first and fifteenth of each 
month, passes all creamery bills before 
they are vouchered and paid, approves 
the creamery pay-rolls, and, in general, 
controls all transactions having to do 
with the creamery branch of the business. 
He is informed as to receipts, shipments, 
etc., at each creamery through receipts of 
the daily statements issued by the 
creamery managers. At the time of 
closing, the expenses of the creameries 
division are distributed to the creameries 
on the basis of receipts.
General Accounting Department 
The ledgers used are a general ledger, and 
an expense ledger with a control ledger. 
The cash records are ordinary receipts 
and disbursements books, with respec­
tive columns for the branch banks, and 
for the bank in which the general account 
is kept. A voucher record is used 
(Form 9). The accounts indicated are 
controlling accounts — they and the 
physical units or divisions which they 
represent will be explained in the order 
in which they appear.
Supply room.—The Supply Room is, 
in fact, a stock room from which miscel­
laneous supplies are requisitioned by the 
various branches, shops, etc A perpetual 
inventory is kept by means of a card 
system. The control in the voucher 
record supports the analysis sheets,which 
indicate the various supplies purchased, 
such as harness, blankets, carriers, lan­
terns, route books, bill heads, feed 
measures, forks, stationery (analyzed), 
bottle caps, freight and express, and the 
like. Posting to the inventory cards is 
made from these sheets. All supplies are 
issued upon receipt of signed requisitions. 
These requisitions are the basis upon 
which the various branches, etc., are 
charged and the respective supplies 
credited. The expenses of the supply 
room are distributed to the branches, 
shops, etc., on the basis of supplies 
requisitioned.
Branches.—Bulky supplies for the 
branches, such as car-loads of bottles, 
cans, cases, coal, hay, feed and the like, 
are shipped direct to the branches. An 
analysis sheet is kept for each branch, 
from which posting to the various ex­
pense accounts is made. The expenses 
for each department located at a branch 
are determined. At the time of closing 
these are closed out and charged to the 
branch; except the expenses of the chum 
room, which are charged to the storage 
vault, and the expenses of the pasteuriz­
ing department, which are charged to 
milk purchases for the branch.
Garage and Shop.—A general garage 
and repair shop is maintained at which 
work is done for all the branches. Prac­
tically all purchases for the garage and 
shop are repair parts, tools, etc. A few 
miscellaneous supplies, however, are req­
uisitioned from the supply room. The 
analysis sheets indicate such items as 
tools (analyzed), tires, tubes, brake- 
linings, gasoline, kerosene, grease, mis­
cellaneous bolts and nuts, freight and 
express, etc. The foreman keeps a mem­
orandum of expenses incurred on each 
job. This is passed to the accounting 
department and is used as the basis for an
entry charging the branch indicated. 
It is obvious that the only expenses in the 
garage and shop at the time of closing 
will be the overhead items and a few 
direct expenses, such as tools, etc. The 
total of these is distributed to the 
branches on the basis of work done.
Wagon shop.—The method used in 
the garage and shop for charging out 
jobs is also used in the Wagon Shop. As 
nearly all purchases are bulky, such as 
wagon wheels, tires, axles, lumber, etc., 
they are delivered direct to the shop. 
Expenses remaining in the wagon shop 
account at the time of closing are dis­
tributed to the branches on the basis of 
work done.
General Stable.—Horses are usually 
purchased by the car load, and charged 
to the general stable. A record is kept of 
each horse by the stable foreman, indicat­
ing price, age, general description, and 
the like. When a horse is assigned to a 
branch the record accompanies it, and the 
branch is charged with the purchase 
price. All blankets, halters, ropes, and 
other equipment are requisitioned from 
the supply room. The only items on the 
analysis sheets, therefore, are items such 
as feed, hay, bedding, shoeing, freight 
and express, etc. The expenses of the 
general stable are distributed to the 
branches on the basis of horses assigned.
Creameries.—The principal accounts 
on the analysis sheets are: Building 
Repairs, Machinery Repairs, Grading, 
Ice, Coal, Freight and Express, Taxes, 
and Insurance. The expense of operat­
ing the creameries is considered as 
additional cost of milk purchases.
Milk purchases.—Under milk pur­
chases, there are sub-accounts, sub­
divided into grades for each branch. 
The expenses of the creameries are 
charged to the respective Milk Purchases 
accounts of the branches to which they 
ship. In case one branch receives milk 
from another one, the receiving branch 
is charged and the other one credited on 
the percentage basis. At the time of 
closing, the Milk Purchases accounts are 
closed out and charged to the respective 
branches.
Administrative.—This item is prac­
tically the same in all commercial or­
ganizations. The analysis sheets contain 
such items as typewriter maintenance, 
stationery, supervision, traveling ex­
pense, and the like. Administrative 
expenses may be distributed to the 
branches, shops, etc., on the labor basis.
Miscellaneous. — This division in­
cludes items such as advertising, repre­
sentation, dues, general welfare, and the 
like. These charges are posted in detail 
and are distributed to the branches on the 
basis of sales. Purchases of eggs are 
also included here and are charged to the 
storage vault. At the time of closing, 
the expenses of the storage vault are dis­
tributed to the various branches on the 
basis of merchandise requisitioned, and 
are charged on a percentage basis to the 
cost of eggs, butter, and condensed milk 
sold. Supplies for the creameries division 
is also included and posted direct. The 
purchasing department is also main­
tained separately, and the expenses are
distributed on the basis of purchase 
requisitions.
The handling of milk is, of course, con­
trolled to some extent by State laws and 
city ordinances. In some sections of the 
Country the price of milk is based on 
weight, and the quality is also determined 
by weight.
Auditing the
Tax Return
READERS of The Pace Student will be interested in the facts set forth in an article which appeared 
recently in The Pittsburgh Ac - 
countant of the Pittsburgh School of 
Accountancy.
“Business executives and accountants 
will certainly be interested in the figures 
recently issued by the income tax unit of 
the Federal Bureau of Internal Revenue 
in Washington. These figures, dealing 
with the number of pending cases on in­
come tax refunds, abatements and other 
matters show the possible time that may 
be required to finally decide upon the tax 
liabilities of individuals and corporations.
“The figures as issued during the early 
part of the month of June, show 1,409,739 
pending cases made up as follows:
Year Cases Still Pending
1917 .................................... 4,867
1918 .................................... 9,139
1919 .................................... 20,685
1920 .................................... 163,848
1921 .................................... 357,827
1922 .................................... 458,879
1923 .................................... 394,494
Total............................ 1,409,739
“The foregoing is, as will be observed, 
exclusive of the 7,000,000 to 8,000,000 
returns which have been received cover­
ing the year 1924.
“With a field force of only 2,200 agents 
and inspectors, working at top speed, 
considerable time will pass before the 
1924 returns will receive much atten­
tion.”
“Race Men”
PACE Men is the title of a new book­let which has been prepared by Pace Institute, New York. The 
new book contains biographical sketches 
and accompanying photographs of many 
Pace graduates and former students 
which have appeared in past issues of 
The Pace Student. Since the bio­
graphical sketches appeared in The Pace 
Student many of the graduates have 
changed their place of employment or 
have advanced vocationally. Such 
changes and any other new data are in­
corporated in a foot-note at the end of 
each sketch.
The new booklet is to be forty-eight 
pages with an attractively designed 
cover. The foreword is given by Daniel 
C. Roper, War Commissioner of Internal 
Revenue, who is now a member of the 
firm of Roper, Hagerman, Hurrey & 
Parks, of Washington, D.C.
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The Accountant’s Legal, Moral,
and Financial Responsibility
(Continued from page 151)
“The auditors relied on Blank. They 
were deceived by him. So were the plain­
tiffs. The auditors could have per­
formed their work independently 
of what they were told by Blank. But 
Blank was the employee who dealt with 
them and who gave them the books and 
papers upon which they were to work. 
They did not suspect any wrong-doing; 
and believed they were justified in taking 
the information given them by the firm’s 
representative, who exercised without 
interference, power to deal with them in 
reference to their work. The auditors 
relied on Blank’s honesty, but no more 
than did plaintiffs.”
Liability to Third Parties
Where a third party, relying on an ac­
countant’s report, enters into a contrac­
tual relation with the accountant’s 
client, the general rule is that the ac­
countant has no responsibility to the 
third party. In an American decision it 
was held that inasmuch as there was no 
contractual relation between the third 
party and the accountants, there was no 
breach of duty; that the third party was 
a stranger to the accountants; and, as no 
duty rested upon them to him, they could 
not be guilty of any negligence of which 
he could complain.
While this is the general rule, it is my 
opinion that an accountant might be­
come liable to a third party under certain 
circumstances. In a case in which this 
question arose, an abstracter of titles 
who furnished an abstract to the owners 
of property was held liable to the pur­
chaser, who relied on it, on the theory 
that there was privity of contract be­
tween them. In another case the rule 
was laid down that an abstracter is liable 
for negligence to an undisclosed principal 
where he had knowledge that his report 
was intended for a third party or for a 
specific use. (Dickie vs. Nashville Ab­
stract Co. (1890) 89 Tenn. 431, 24 Am. 
St. Rep. 616, 14 S. W. 896), (Young vs. 
Lohr (1902) 118 Iowa, 624, 92 N.W. 
684).
The liability to a third party depends 
upon privity of contract. If an ac­
countant has knowledge that his report 
is intended for a third party, even though 
that party be unknown to him, it would 
appear that he is liable. There is a long 
line of decisions supporting this view:
Talpey vs. Wright (1895) 61 Ark. 275,
54 Am. St. Rep. 206, 32 S. W. 1072. 
Schade vs Gehner (1896) 133 Mo. 252,
34 S. W. 576.
Zweigardt vs. Birdseye (1894) 57 Mo.
App. 462.
Glawatz vs. People’s Guaranty Search
Co. (1900) 49 App. Div. 465, 63 N. Y.
Supp. 691.
Lockwood vs. Title Ins. Co. (1911) 73
Misc. 296, 130 N. Y. Supp. 824.
Equitable Bldg. & Life Asso. vs. Bank of 
Commerce & T. Co. (1907) 118 Tenn. 
678, 12 L.R.A. (N. S.) 449, 102, S. W. 
901, 12 Ann. Cas. 407.
In Anderson vs Soriestersbach (1912)
69, Wash. 393, 42 L.R.A. (N.S.) 176, 125, 
Pac. 166, it was held that one preparing 
an abstract of title to real estate at the 
instance of the owner of property, which, 
at his instance, is delivered to a stranger, 
whom the abstracter knows will rely on 
it in dealing with the property, is liable 
to him for losses resulting from a material 
error or an omission in the abstract.
Scope of Verification
There is authority indicating that an 
auditor is not required to go outside of 
the books and records in the performance 
of his work and is not required to com­
municate with debtors, creditors, or other 
outside parties. In Irish Woolen Com­
pany, Lim. vs. Tyson et al, decided by 
the Irish Court of Appeals, January 20, 
1900 (Acct. L. R., 1900, p. 13) the court 
said:
“He (the auditor) is entitled to see the 
company’s books and the materials for 
their books, and also to ask for explana­
tions. But he is not called on to seek 
for knowledge outside the company, or 
to communicate with customers or 
creditors.”
The English courts have drawn a dis­
tinction between the accountant and the 
auditor, due to peculiar local conditions, 
regarding the former as the person who 
writes up and keeps the books and the 
latter as the person who verifies their 
accuracy. No such distinction exists in 
the United States; nor have our courts, 
as far as I can find, had the occasion 
to make this distinction. In Short & 
Compton vs. Brackett, Colchester 
County Court, May 6, 1904 (Acct. 
L.R., 1904, p. 85), the court said:
“An accountant making an investiga­
tion of accounts for an incoming partner 
is entitled to assume that the books are 
correct, the accountant not having been 
instructed to audit, but merely to make 
up the account from the books.”
It should be regarded as probable that 
the American courts will, in giving 
weight to the English precedents, con­
sider essential differences in methods of 
practice and hold American practitioners 
to recognized American standards.
In a case where dividends were paid 
out of capital and the auditors passed the 
accounts, the auditors were held liable 
(Leeds Estate Building and Investment 
Society, Lim. vs. Shepherd, L.R., 36 Ch. 
Div. 787 (Aug. 9, 1887),:
“Held that it was the duty of the 
auditor in verifying the accounts of the 
company not to confine himself to verify­
ing the arithmetical accuracy of the
balance sheet, but to inquire into its 
special accuracy and to ascertain if it 
contained the particulars specified in the 
articles of association and was properly 
drawn up to contain a true and accurate 
representation of the company’s affairs.
“........................The payment of the
dividends, directors’ fees, and bonuses to 
the manager actually paid in those years 
appears to be the natural and immediate 
consequence of such breach of duty; and 
I hold L liable for damages to the 
amount of the money so paid.”
Contributory Negligence
In order successfully to hold the ac­
countant for losses the client, in the 
absence of fraud, must not have been 
negligent or blameworthy himself. If the 
client does not employ proper accounting 
methods or safeguard his property by 
adequate internal check, all the ac­
countant can do is show the conditions 
as they are and call attention to the im­
perfect nature or the inadequacy of the 
records and system. As the court very 
aptly said in re Kingston Cotton Mills 
Co., 2 Ch. Div. 279 (Court of Appeals 
May 19, 1896):
“He (the auditor) is a watchdog, but 
not a bloodhound.”
In an Appellate Division, Supreme 
Court, New York, case the court said:
“Although a proper audit would have 
disclosed facts leading to the discovery of 
Blank’s wrong-doing, there are a number 
of other elements entering into this case 
which show that the plaintiffs are not 
without blame and could have avoided 
the loss...................................................
“His various and divers duties and 
powers put him in a position to keep 
records and papers .... so as to 
deceive the accountants who relied on 
him. If it be assumed that they should 
not have done so, it is nevertheless true 
that the plaintiffs also relied upon him 
to an extent beyond all reason in view of 
all the circumstances..................................
“It also appears that the accountants 
notified the plaintiffs in writing that a 
certain ledger should not be taken out of 
the control of one H . . . . The ac­
countants wrote the plaintiffs ‘as this 
ledger is now operated, it is practically a 
check on the sales department and we 
see no advantage in establishing a 
separate ledger.’ Notwithstanding this 
advice, plaintiffs put that ledger under 
Blank’s direction leaving him with con­
trol of every book in the office necessary 
to work his schemes and, at the same 
time, conceal his misdeeds.”
Financial Responsibility
It is my conclusion that:
1. The accountant is liable for losses 
which arise through his negligence,or which 
could have been prevented if he had per­
formed his work with reasonable skill and 
diligence. In the absence of contributory 
negligence the client could recover the 
full measure of his loss.
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2. Where there is proven negligence 
on the part of the accountant and con­
tributory negligence on the part of the 
client, the client may recover not more 
than the amount of the fee paid to the 
accountant.
3. An accountant is liable for his torts, 
and where fraud can be proven, is at civil 
law liable for losses caused by his wrong­
ful acts or his criminal failure to act.
4. While the general rule is that the 
relation of accountant and client is based 
on contract and the former cannot be 
held liable to third parties, still he may 
render himself so liable by privity of 
contract, such as knowledge that his re­
port is to be used to influence a third 
party, conference with a third party, 
delivery of a copy of his report to a party 
other than his client, reading proofs of a 
prospectus in which his statements are 
quoted, etc.
5. An accountant is not held to lia­
bility as an insurer or guarantor, but he 
should avoid affirmative action that 
might render him liable as such.
6. In any service we undertake to per­
form we are held to a reasonable degree 
of skill and care and we will be held liable 
for losses caused because of a lesser skill 
than we represented ourselves as posses­
sing or through our failure to exercise 
reasonable care.
In justice to the public and our pro­
fession, and to our clients’ and our own 
interest, all of us in public practice should 
carry insurance covering our financial 
responsibility. If any of us in our 
practice should be so unfortunate as to 
cause loss to anybody, I am quite sure it 
would be a great satisfaction to be able 
to right matters financially. Moreover, 
if it were generally known that ac­
countants had taken measures to financi­
ally guarantee their work, it is reason­
able to assume that the demand for their 
services would increase.
Day School 
Activities
THROUGH the courtesy of Mr. Frank P. Chapman, of The Federal Reserve Bank, the students of the 
day division, Pace Institute, were ac­
corded the privilege of visiting that 
institution recently. Mr. Alexander and 
Mr. Walker, who were assigned as guides, 
conducted the students through the 
various departments of the bank. In a 
very interesting manner, they recounted 
its history, and explained its functions. 
After the tour had been completed a 
moving-picture was projected which 
showed the ramifications of the Federal 
Reserve Bank system and its influence on 
the industrial activities of the nation.
MR. F. J. ROWAN, of the National Cash Register Co., cordially re­ceived the members of the day 
division recently and personally demon­
strated one of the latest models of the 
company’s cash register. The students 
were greatly impressed by the extensive 
operations of the machine and by the 
possibility of its adaptation to a highly 
developed system of records and controls.
AT the day school assembly held on Monday, July 6th, Mr. John H. Bulin, Jr., gave a talk on the sub­
ject of “Accuracy.” Mr. Bulin analyzed 
his subject from three viewpoints: the 
necessity for accuracy as applied to the 
work of the individual; the means by 
which accuracy on the part of sub­
ordinates is secured to executives and em­
ployers; and the necessity for a high 
standard of accuracy in statements, both 
financial and general, issued for the 
public at large.
He brought into his talk also the 
obligation resting upon men who have 
fitted themselves by intensive study for 
accurate thinking—an obligation tersely 
expressed in the French “Noblesse 
oblige”—to make that capacity of value 
to the community as a whole through 
such channels of government or business 
as might be open to them.
DR. A. E. CURDY, who has been in charge of the day school, con­ducted the concluding assembly of 
the spring session. He recalled to the 
students the salient features of the talks 
of preceding speakers, and presented to 
the students some useful ideas in con­
nection with their future conduct and 
activities as members of the accounting 
profession. He emphasized the need of 
constant study and preparation if success 
is to be obtained.
Walsh Institute 
Graduates
WALSH INSTITUTE OF DE­
TROIT, under the able direction 
of Mervyn B. Walsh,C.P.A., is
one of the many schools throughout the 
country which conduct the Pace Courses. 
It is interesting to note just what gradu­
ates and former students of Walsh Insti­
tute are doing. The following list of 
successful practitioners and executives 
will be of interest.
Public Practice
Bauer, George F., C.P.A., Lybrand,
Ross Bros. & Montgomery, Detroit; 
Boothe, J. Lee, C.P.A., Majestic Build­
ing, Detroit; Bullock, Cyril N., C.P.A., 
Haskins & Sells, Detroit; Clinton, Robert 
E., C.P.A., Smith-Clinton Audit Com­
pany, Detroit; Fitz-Gerald, Richard, 
M.E., C.P.A., Manager, Lybrand, Ross 
Bros. & Montgomery, Detroit; Grundy, 
Albert J., C.P.A., Grundy Audit Com­
pany, Detroit; Lehman, C. J., C.P.A., 
Miller, Bailey & Company, Detroit; 
Lynch, Cornelius J., C.P. A., Schneider, 
Lynch & Walter, Detroit; Meisner, Harry 
H., B.C.S., LL.B., C.P.A., First National 
Bank Building, Detroit; Mellon, Harry 
W., C.P.A., Richards Audit Company 
Detroit; Mounteer, C. E., C.P.A.,
Mounteer & Mounteer, Detroit; Moun­
teer, E. S., C.P.A., Parsons Audit Com­
pany, Detroit; Robertson, Albert, C.P.A., 
Simpson & Robertson, Detroit; Rowland, 
William C., C.P.A., Manager, E. C. 
Little Audit Company, Detroit; Smith, 
David, C.P.A., Ford Building, Detroit; 
Van Tifflin, William H., C.P.A., E. H. 
Fletcher & Company, Detroit; and 
Wyman, M. L., C.P.A., P. R. Beasley 
Company, Detroit.
Private Practice
Bailey, J. V., Secretary & Treasurer, 
Nizer Corporation, Detroit; Craig, H. C. 
Credit Manager, Detroit Lubricator 
Company, Detroit; Dreisbach, Ira W., 
Auditor, National Loan 8b Investment 
Company, Detroit; Faddis, Thomas M., 
C.P.A., Auditor, American Blower Com­
pany, Detroit; Ferry, Hugh J., Assistant 
Treasurer, Packard Motor Car Com­
pany, Detroit; Francis, Albert H., 
C.P.A., Sibley Lumber Company, Detroit; 
Garrick, W. J., Auditor, Hannan Real 
Estate Exchange, Detroit; Gilmore, 
Arthur S., Assistant Secretary, Union 
Trust Company, Detroit; Kroha, F. L., 
Secretary & Treasurer, Metalwood Man­
ufacturing Company, Detroit; Mackay, 
Hugh, Auditor, National Can Company, 
Detroit; May, H. G., Comptroller, Berry 
Brothers, Inc., Detroit; Neff, C. Earle,
C.P.A., General Auditor, Paige-Detroit 
Motor Car Company, Detroit; Sullivan, 
Howard M., Treasurer, Brown-Hutchin­
son Iron Works, Detroit; and Sweeney, 
Joseph A., Factory Auditor, Kelsey 
Wheel Company, Inc., Detroit.
Benjamin Franklin 
University
BENJAMIN FRANKLIN UNI­
VERSITY an institution of learn­
ing with authority to confer
academic degrees has succeeded Pace 
Institute, Washington, D. C., from and 
including August 1,1925.
The initial department of the Univer­
sity will be a School of Accountancy and 
Business Administration, preparing stu­
dents for the degrees to be granted— 
Bachelor of Commercial Science (B.C.S.) 
and Master of Commercial Science 
(M.C.S.). Credit will be given towards 
these degrees for all work heretofore com­
pleted by candidates at Pace Institute 
and other recognized schools.
The University, with offices at 303-312 
Transportation Building, Washington,
D. C., will be under the direction of 
members of the BENJAMIN FRANK­
LIN UNIVERSITY Corporation, none 
of whom is a member of the firm of Pace 
& Pace. Organization of the University 
is being perfected by a Committee con­
sisting of John T. Kennedy, LL.B., 
Andrew H. Blass, C.P.A. (N. H.) and 
C. W. Salmond, C.A. (Scotland).
So far as may be deemed practicable 
the same faculty will, be retained. The 
Pace Courses, teaching procedures, and 
methods will be followed in the Accoun­
tancy instruction.
Prospective candidates for degrees 
should consult with the officials of 
the University for the purpose of adjust­
ing scholastic credits. Active students 
of Pace Institute should consult with the 
officials of the University for information 
respecting the Pace certificate of gradua­
tion.
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Annual Meeting
American Institute
of Accountants
THE business man’s burden, namely, the job of preparing each year an income-tax return that will satisfy 
Uncle Sam, will be one of the principal 
topics for discussion when the American 
Institute of Accountants holds its annual 
meeting in Washington, D.C., September 
15th and 16th. The accountants are 
trying to figure out a way of simplifying 
the procedure of levying and collecting 
the federal income tax, so that the 
making of returns will be less of a task for 
business men.
Invitations have been extended to 
government officials and to other authori­
ties on taxation to take part in the dis­
cussions. Accountants from all parts of 
the country who have been grappling 
with tax problems for years will make 
suggestions as to how the way of the 
business man may be made easier so far 
as the problem of federal taxation is 
concerned.
This effort is an evidence of the active 
interest taken by accountants in the 
great fiscal questions of the day. Ac­
countants are cooperating with chambers 
of commerce, trade organizations, banks 
and public officials in all parts of the 
country in public affairs and civic under­
takings. The accountants during the 
past year have made efforts to reduce 
business crime and to extend the use of 
commercial arbitration in the settlement 
of business disputes. These items were 
both part of the public service work 
undertaken by the Institute.
The accountants are making a de­
tailed study of the federal income tax law, 
as the result of which it is expected that 
definite recommendations will be laid 
before Congress as to steps that may be 
taken to simplify the process of levying 
and collecting the tax. When the recom­
mendations are ready for presentation to 
the public, the opinion and comment and 
possibly the endorsement of chambers of 
commerce, trade organizations, civic, 
public and quasi-public bodies will be 
asked.
The inconvenience and uncertainty 
which are a part of the present system of 
levying and collecting taxes are a source 
of as much complaint on the part of the 
business man, the accountants believe, 
as the amount of the tax. If this incon­
venience and uncertainty can be reduced 
or eliminated, the accountants believe 
that a distinct accomplishment will have 
been recorded.
Controversial and political questions, 
the Institute announces, will be avoided 
in its recommendations and no effort will 
be made to suggest rates of taxes or the 
forms that taxation might take. The 
accountants will confine themselves to 
recommendations as to the simplification 
of the tax system.
George O. May, of New York, will be 
one of the speakers. His subject will be 
“Taxable Income and Accounting Bases 
for Determining It.”
The tentative program for the conven­
tion period follows:
Monday, September 14, 1925 
Registration—All day.
10 A.M.—Meeting of council.
2 P.M.—Meeting of trustees,American 
Institute of Accountants Foundation.
3 P.M.—Meeting of Members of Ex­
amining Boards.
Tuesday, September 15, 1925 
Registration—All day
10 A.M.—Invocation.
Business session.
Reports of officers, council
and committees.
2 P.M.—Business session.
2.30 P.M.—Address: “Taxable Income 
and Accounting Bases for Determin­
ing It,” by George O. May.
Discussion.
5 P.M.—Annual meeting, American 
Institute of Accountants Foundation.
Wednesday, September 16, 1925
10 A.M.—Business session.
Election of officers and mem­
bers of council.
11 A.M.—Business session.
Report of committee on 
public affairs.
2 P.M.—Business session.
2.30 P.M.—Address: “The Law of Evi­
dence, by J. Harry Covington.
Discussion.
7 P.M.—Banquet.
Thursday, September 17, 1925
10 A.M.—Meeting of council.
Annual Convention 
American Society 
C.P.A’s
THE Fourth Annual Convention of the American Society of Certified Public Accountants will be held in 
Richmond, Virginia, from September 9 to 
12 inclusive. The convention head­
quarters and meeting place will be at the 
Hotel Jefferson in that city.
The membership of the Society is com­
posed exclusively of certified public 
accountants of the various states and the 
District of Columbia. The Society is 
taking an active part in legislation and 
other matters affecting the interests of 
certified public accountants throughout 
the country. The convention will un­
doubtedly be largely attended.
The outline of the program for the 
annual meeting follows:
Wednesday, September 9, 1925
10.10 A.M.—Directors Meeting.
12.00 M.—Adjournment.
No meeting in afternoon.
Thursday, September 10, 1925
9.00 A.M.—Registration.
10.00 A.M.—Invocation.
10.00 A.M.—Address of Welcome.
10.10 A.M.—Report of President.
Report of Treasurer. 
Report of Secretary.
11.00 A.M.—Report of Mr. D. W. 
Springer, the Chairman of the Legis­
lative Committee.
11.30 A.M.—General Discussion of Mr. 
Springer’s Report.
12.00 M.—Adjournment.
Thursday Afternoon and Evening
Entertainment by the Virginia Society of 
Public Accountants.
Friday, A.M.—September 11, 1925
10.00 A.M., 10.30 A.M., 11.00 A.M.,
11.30 A.M.
Speakers to be announced later.
12.30P.M.—Adjournment.
Friday, P.M.—September 11, 1925
2.00 P.M.—Committee Reports:
Committee on Publication, Committee
on Relations with State Societies, Com­
mittee on Ethics, Committee on Profes­
sional Education.
3.00 P.M., 3.15 P.M.
Speakers to be announced later.
3.45 P.M.—General Business.
5.00 P.M.—Adjournment.
7.30 P.M.—Banquet at Hotel Jefferson.
Speakers to be announced later.
11.00 P.M.—Adjournment.
Saturday, September 12, 1925
10.00 A.M.—Organization Meeting of 
New Board of Directors.
The
Pace Alumni 
Association
will hold its
NEXT REGULAR 
LUNCHEON
in
The
Machinery Club
of New York 
50 Church Street
on
Saturday, Sept. 19, at 
1:30 o’clock
Arrange to attend this 
luncheon—send your check 
to-day to F. M. Schaeberle, 
Executive Secretary.
The charge is $1.65
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New Fall Classes in
Accountancy and Business
Administration - day and 
evening classes—are now be­
ing organized at Pace Insti­
tute, New York. Early enrolment is urged
in order that applicants may not be excluded from the limited number 
of students permitted in each class.
The following are the opening dates of the Accountancy Classes:
Evening Division—Tuesday, September 8, 6 P.M.
Monday, September 14, 8 P.M.
Daytime Division—Monday, September 14,9:15 A.M.
Men and women trained in the Pace Course are making good every­
where in responsible, executive positions. They are making good, 
because they know thoroughly those principles on which all busi­
ness is based—principles of Accounting, Law, Management, Eco­
nomics, and Finance. Their study has given them definite, usable 
training; it has been productive study.
The Institute will also organize September classes in English and in 
Public Speaking—English, Tuesday, September 22, at 6 P.M.; Public 
Speaking, Thursday, September 24, 8 P.M.
Write now for literature descriptive of the work of Pace Institute, 
and for information concerning the opening dates of the September 
classes. Ask particularly for “Pace Men,” a booklet full of helpful 
information about men trained in the Pace Course, who are now 
practicing accountants or executives in responsible business positions.
Pace Institute
NEW YORK, 30 Church Street
